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it
Statement to be Presented at Briefing WP W 4
6 December 1956 C{% ~

In order to wderstand the content sn purpose of Budget Bulle- A ‘vw$

%in 57-5 and its attachment, "Improvement of Financial Menagement in the
Pedera), Government,” it 1s believed necessary to discuss each of the prin-
eipal objectives included on page 2 of the bulletin which are as follows:

Qe

b.

S

a.

2.

Maintenance of accounts on the acerual basis » ineluding
the use of sdequate inventory and pruperty recomds

Development of cost-based budgeting practices

Review and appropriate revision of budgat and accoumting
clasgifications for consistency and synchronizatiom with
organization units to the axtent possible

Development of supporting information by organivstional
uwnit where budget classifications do not coincids with the
orgenization of the agency

Simplificstion of allotment structure

Eoch of" the five items listed are ralsted to each cther but it is

baliewdthatthomthatmﬁmumdemmmrox‘theothemm

diammﬂaﬁth@mm&mhmmmﬂm item 1s that dealing
¥with "Cost-baged budgeting,” item b.

Cost-Based Budgeting

1. The term “"cost-based tudgeting” refers to the method of develop-
ing and preparing budgets based upon the estimated services, material, etc.,
thet will be consumed end/or utilized during a fiscal year as contrasted

with the present method of praparation bagsed upon estimated services, ma-

terlal, ete., to be obligated (oxdered or contracted) for a fiscal year.
At the present tiwme, the budget of this agancy, as well as most othsr
sgencies, is developed by obtaining from individual componisnts of the
Ageney the eatimated obligations based upon prior years obligation axpert -

emce and upon knowledge of the anticipated progrem. To change to a cost
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budgst will requirs that the components of the agency subuit estimates of
goods end services they intend or plam to utllize during the fiscal year
period rather than hov much they plen to obligate, and the officials pri-
marily respongible for budget plamning and submission must be sdle to de-
termins the emownt of sppropristicn required, tsking intoc conaiderstion
regsources amnableJ utilization requests, procurement leed time, ete.
Under such & plan the Budget submisgion to the Budget Bureau and Congress
would reflect anticipated costa (services and materials to be utilized),
agency availsble resources ({nventories, funds, anticipated undelivered
goods, etc.), how such rwsources wil! be spplied to meet mnticipated costs
and the resulting smount required to be sppropriated.

2. In coordinastion vith improred property recoxds st headqusrters
and partial improvement of such records in the field, the Budget Division
iz considering methods vhersby componsnts of the agency may eventually
subsit their inventory usage nsaeds. The Pudget Division in coordination
wvith Insiatiu, Commmo, and Medica’. will use this data in attempting to
deternine the probable agency lunventories available for epplication against
such demands and what additional procuremsnt msy bs requlred for supple-
menting budget year shortages or increase in inventory for futurs needs.

3. Until the ageucy's accounting records are developed to produce
complete and accursta cost and inventory figures, the agency will not be
ghle %0 comply wita any demend for presentation to the Bureau of the
Budget and the Congress of a cost-based budget. Thus the further develop-
ment of the agmey's cost and financial property accounting procedures to
provide the uscessary information is essential.

L, T% was ond still is the Hoover Commission's reccamendation that
approprietions for the Govermment be made based upon the velue of goods
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nnd aervices to be delivered and this approach may be adopted after
agmmcier have setisfactorily dsmonstrated sutmission of budgets reflect-
ing cdoquate cost data.

Aszerual Accoumting

1. 7als then leads us to the second important item of the five
lissed atove, item a; and that is "Maintenance of accounts on the accrual
basis, including the use of adequate inventory end property records.” In
order to prepare budgets on a cost basis, it is necessary for the account-
ing of an agency o be established in such a manner as to reflect resources
avellsble (funds, inventory, undslivered orders, etc.) and the cost by
various compornants or users of resources. Most Governmenmt accounting
systems provide for reflection of information as to total ohligations,
bow mach of such obligationg have bsen pald, and the difference or wmliqui-
dinted obligations. To comply with the Budget Bureau proposals, it will
rugquive thet our accounts reflect the cost of sarvices, material, ste.,

iielivered (1wt necessarily paild for) and the valus of the undelivered
yorvices or materials. Thus vhen components of the agency prepare their
‘wdgets, they would utilize cost dats supplied from accounts to arrive at
ntieipated services snd supplies to be used during a fiscal year period.
The accounting records would be designed and utilized to disclose the
resources evailable, such as inventory and unobligsted appropriations for
garry=-0ver purposes. With this informstion the psrtinent components of
the sgency, particularly lLogisties, Medical, Commo, end Comptroller, would
be able to delermine the adjustmemts required to avallable resources which
would be the sppropriation to be asked for.

2. With respsct to the accounting problem, we have aliwady made
progress toward the objectives of Budgst Bullstin 57-5. PFor all practical
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surposss o the prasent time, meny of our operating costa 2re on an acerual
basis, »uch as salaries. The most Important link, howsver, is to establish
s arcounting sestem that will reflect costs such as procuremsnt, transpor-
sroion, and cOlusucvurL Be¥YL0eS on an accrusl or delivered basis. Ve
have moved in thisydirection by developing the mechenics vhich will emsble
ug e Argadn procureesnt cosie »pd financial inventory balances, but the

ingtallotion 18 noe uomnletea.

Samplitication or Allowmwat structure

1. The third item vhich should be discussed, item e, 1z "Simplifica~
tiom of allotmemt structure.” It has been the procedure of Goverrment
agencies to utilize allotments not only for comtrol of fimds but alsoc to
attempt to obtain cost. This has resulted in multiple allotment accounts
principilly to obtaim cpst rather than primarily for conirol purpoges.
The sprend of funds ovej meny accoumts results in smell allotments which
require frequant adjusument. Also frequently the cost data desired is not
obtalned because items such es property issues (not being cash items)
canmot be processed through the allotment accounts. The proposed "Simpli-
feation of allotment structure” would contemplste establishing fewer
allotments for flexibility as well as control purposes. Costs can be
obtained through an integrated cost sccounting system, a principal part
of which would be the further implemmmtation of the present system of
charging inventory costs to the component user.
Budget ond Accounting Classificetions

1. The fourth item for discussion is a Joint consideration of
item ¢, "Review end appropridfe i¥vision of budget and accounting clessi~
ficatioms for comsiscency and sychronization with orgsnization umits to
the extent possible,” and item 4, "Development of supporting informstion
.

Approved For Release 2001/08/21 : CIA-RDP78-04718A001900150008-9
CONFIDEERTIAL



Approved For Release 2001/08/2

1: CIA-RDP78-04718A001900150008-9
ORFIDEN

TIAL

y organizationsl wmit vhere budget .classifications do nmot coincide \d.th
+he organization of the sgency.” Taese proposals concern the development
sf secounting classificstions that record information in direet support of
bindget presentations and organizsetional units. Owr present sccountings
zhructure does provide divect information by organizstion unit. Some
organization unlt obligations, such as DD/I Offices, can be applied in
totel to a major sctivity. In several inatences; lowever, it is more™ -
practieal and aconomical to utllize a statistical iatribution of accoumt-
ing dsts to support budgetsry program presentationa. For exawmple, the
sccounting system records the obligations of the DI/P area divisions but
the total of each must be distributed among three major activities. The
total obligations of each offfce in the DD/S sxe distributed among the
six mnjor sctivities. Although our present systems comply with the Bureau
of the Budget proposels, more effort and anilysis will be required in an
attempt to perfect the distribution by mejor activity.

Z. Tn addifion to the five points widch ve have discussed, Budget
Rulletin f§7~5‘ states that this lmprovemert effort should xesult in an
arcounting system that will provide (a) full disclosure of fimanciel
veaulis, (b) adeguate finsncial reports i'or mansgement purposes, (c) ef-
fective accountablility and intornsl avdit, (d4) reliasble arcounting results
snd controls for budgeting and (e) sultalle Integration wit: the Treasury
Department.

3. It is obvious m thege statomerce thet it iz intended that the
necounting shell be reliadle and the resuits obtained for budget purposes
@8t be accurate and dependsble. The statement (¢, "Effective account-
ability and internal audit" is interpreted hy this Offiece %o rsan that the
plan should provide for finsneisl sceounting which will establlsh = control

~5u
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over accountable officers (those having custody of property and other
szsete) and that the aceounting marﬂa ghould be so eatablished end inte-
grated with property records thst imtérnal sudit will be facilitated. Our
financlal property accounting aystem is deaigned to sccomplish this. Vhere
it has deen installed, the Office of Audit has been able to perform adequate
sudit; and vhere it has not been installed, such audits have not been
Teasible.

k. To swmserize the results that the Budget Bureau and others hope
to gein from this progrem for improvement of finsncisl management, it is
the desire of the Congress, the (A0, Bufget Bureau, the Treasuxy Department,
and the Presidsnt that the Govermment improve its accounting and budgeting
g0 that those persons managing the Government may presant accurate and
swalistic budgets vhich will assist in balancing the budget and reducing
costs to the tax paysr. This can only be accomplished through sound ac
counting systems and practices since accurate budgsting depsnds upon ac-
curate and iaformative aceowating.

5« We Iin CIA have more responsibility thrust upon us than moat other
agenciss due to the fact that our security problems preclude us from re-
celving the assistance and guidance that other agencies will receive from
GAO, Treasury, and Budget Buresu. It is extremely importent, thevefore,
that we do everything possible to comply with this program despite the
fact that we may not bs subjected to the insistant pressurea from GAO,
Fudget Bureau, and Tressury that will be applied to other agencies.
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